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On July 18, Foreign Minister Ernesto Leal announced that Nicaragua will attempt to buy back
its commercial debt from international banks at a rate of no more than eight cents on the dollar.
Though this 92% discount is approximately what the paper is trading for now, Minister of Foreign
Cooperation Erwin Kruger said the amount offered to creditors will not be dictated by the discount
prevailing in the secondary market. This may mean that the amount offered to creditors could be
even more deeply discounted. The Nicaraguan government has been negotiating with creditors for
some time to reduce its external debt, which totals approximately US$11 billion, and is the highest
per capita indebtedness in the world (see NotiSur, 03/30/95). While President Violeta Chamorro's
administration considers the huge external debt a legacy of the Sandinista government (1979-1990),
it is not in a position either to repudiate it or pay it in full.
The Inter-American Development Bank (IDB) considers the Nicaraguan debt unpayable since it
is several times greater than the country's GDP. Interest due this year on the total external debt is
US$770 million, approximately twice the size of Nicaragua's yearly export earnings. Much of the
commercial part of the debt is from purchases of oil and other vital imports. The economy needs
continued access to these imports if it is to maintain current growth in GDP, estimated at 4% for
this year. The buyback scheme is aimed at liquidating the debt at a realistic price and reestablishing
Nicaragua's credit with commercial banks.
According to Kruger, once Nicaragua has received the necessary financial assistance to fund the
buyback, the government will make a one-time offer probably sometime in August to purchase the
commercial debt in a block. The offer will be made simultaneously to all commercial bank creditors,
and no conditions will be accepted. The deal will go through if a substantial majority of the creditors
accept the offer. "They must take or leave it," said Leal. At a June meeting in Paris, representatives
of donor countries reassured the Nicaraguan delegation that they will support a plan to underwrite
the buyback arrangement. The plan has support from the IDB and the World Bank, whose policy
on hyperindebtedness in poor nations is that debts should be restructured and portions of them
forgiven to free up funds for economic restructuring programs.
The World Bank calculates Nicaragua's external commercial debt at US$1.3 billion in principal
and nearly US$1 billion in overdue interest, for a total of almost US$2.3 billion. Nicaragua reports
a figure of only US$1.7 billion, but with the deep discount of 92%, the entire obligation could be
bought for between US$136 million and US$176 million. The World Bank is putting together a US
$110 million loan package to help finance the buyback. About US$40 million will come from the
World Bank's soft-loan fund for debt reduction in the world's poorest countries. This loan has
not yet been approved. The IDB has already authorized an additional US$40 million loan for the
debt buyback. The 40-year loan will be made on extremely favorable terms, including a 10-year
grace period and interest of 1%. The remaining US$30 million is expected to come from the donor
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countries as agreed at the June meeting in Paris. (Sources: Notimex, 07/13/96; Agence France-Presse,
07/18/95, 07/19/95; Reuter, 07/22/95)
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